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WILIAKE REFOm AN^YSIS 

1.0 BACKGROUND MP PtTRPOSE 

On January 24, 1977, Sacretary of BffiW Joseph Califano annoimced the 
undertaking of a thorough review of the "welfare refom" iisue, A report and 
recommandations will be presented to the President in May 1977, A needj 
therefore^ exists for timely analysis and racomendations by CSA in the forth- 
eoailng policy discussions ^ 

This report is designed to provide CSA with brief background information 
concerning welfare ■reform. Following an examination of posaibla public 
asslatance straregiesj TAHP will discuss major issues facing polioymakars in 
the eelaction of an appropriata altemativei In the final section of this 
report j GSA's potential role in welfare reform will be scrutinized. 

A review of welfare reform proposals and Issues will accomplish several 
purposes, 

1* Acquaint CSA staff with major economic j politicalj and social 
policy issues surrounding the debate over welfare reform. 
Each aiteraative approach will be critiQally examined. 

2* Focus on those topics and issues which CSA might consider as 
part of this mandate, TAOT will examina CSA's possible role 
in a new welfare system* 

. 3. Link the Market Basket Study to the specific aipects of wel- 
fare reform where there are manifest linkages. 
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2«0 iyLTEMATIVE STRATEGIES .FOR WELFARE REFOmi 

2.1 Oyarvlaw of Polieles Designed to Alleviate Poverty 

The United States has relied upon an extensive numbar of pollcias 
designed to alleviate economic deprivation, whether t™porary or chronic, 
fcchibit I presenti an enumeration of such actual or potential maasures. 
Given the scope of this report, a detailed analyeia of all options is net 
poasiblai instead, attention will be concentratad on those specific income' 
redistflbuf ion strategies referred to as "direct aasistanee-'t 
1* Cash Transfer 

a, Broad-^Based . 
1^ Negative Income Tax (NIT) 

ii. Wage Rate Subsidies (WRS) * 
ill* FamLly Allowancas 
iv. Damogrants 

b* Categorical Cash Tranifars,< .e*g* 5 AMBQ 

2* In-Kind Transfers 

a* Consmnption, e.g*, food stamps j housing, medication 

%, Composite: Attempts to combine various direct assistance 
measures in an integrated * composite whole 

2*2 Broad-Based Ca.^h Transfers 

2*2,1 Negative Income Tax (NIT) -—-.^ 

-^The negative income tax (NIT) is a broad-basad cash transfer 

program which adjusts the amount of the transfers according to family income 

and siga* In other words, for a family of a given mtzm^ the lower the income^ 

the larger the transfer, ' - - 

Three policy variables concisely describe a progrM of this typei 

o Incope guarantee I the amount transferred to a fmily 
with gero income / 

m marginal tax rat'e i the proportion or rate of reduction of 
S^-.--'' ' .the transfer as a family's pre-tranefer income rises 
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ECHIBIT Is National Income Transfar Proirams* 

I. Direct Assistance 

A* Cash Transfers 

1. . Broad-^Based 

a* Negative income tax 
b* Wage rate subsidies 
c. Family allowance 
d» Demogrants 

e. Old Age, Survivors ^ and Dependents Insurance (OASDI) 
f p Other 

2. Categorical 

a. For particular occupations 

b. For particular industries 

c. For particular age groups 

i. AFDCi AFDC-UP . 

li, Suppiemantai Security Income (SSI) 
d* For disabled or handicapped persons^ e,g*, SSI* AB* APTD 
e* For unei^loyed ~ unemployment insurance | GA ^ 

' B. In-Kind Transfers 
1* Cons option 

a. Food I food stamps 

b* Housing r public housing , rent supplements, house omier 

assistance 5 etc* 
c. Clothi.ng 

d« Medical carei Medicaid , Hedicara (as it affects poor) 
2* Raising the Productivity of Low-Grade Labor 

a, ' Provision of complementary facilities (roads ^ factories 
in distress areas; loans to farmers and small business) j 
e.g. I Area Redevelopment Administration (.^A) 
Better job information, loans and assistance in moving 

c. Human capital investment i Increasing skills' 

(amployability) through adult education, training, 
retraining 

3p Halsing the Productivity of Future Recruits to the Labor Force 
a* Famliy-plarming assistance 
b* Prenatal and postnatal care 

c. Adding years of schooling (especially at ages 3-^6), 

e,g* I Heads tart 
d» Preventing dropouts from school 



* The classification scheme presented in this exhibit is dra^m from a number 
of sources, notably % 

Irit^ Jtechlup, "Strategies in the War on Poverty," in Poverty in 
America , ed, by Margaret S, Gordon (San Francisco i Chandler 
Publishing Co,, 1965) i 451-52, 
Edgar K, Browning, Redistribution and the Welfare System (Washington, 
D*C,: ^erican Enterprise Institute, 1975) i 31. 
The classifications prepared by these writers have been somewhat modified 
in this exhibit. 



e. Aeeglerating arid imprDving sehool prograffis . r^. ■ 

f. Job Cdrps-for dropouts arid high school graduaea - 
g* Work experianea for new entrants into the labor force ^ 
h. ' Work^study progrMs in highar education 

i* Aid to education on all levels ^ 

C# Composite — Attempts to Comline Various Direct Aaeistance Measures 
in an Integrated, Composite Whole ; 1;. - 

" 1. Adding NIT^ etc, to Existing Systm . - * 

2* . Integrated System of Broad--Basad and In-Kind Transfers i Based . 
on federal Standards, e*g.i Aaron's Proposal 

todireet Assistmce Through Subsidies or Froteetipn to Particular ^ 
Industries* Occupations, or Regions . . 

A. Through Price Supports ^ 

B. Through Limitations of Domestic Competition '(entry* minimtriS^ prices , 
etc.) . ^ ^ ' . 

Oil Through Limitations of foreign Competition (tariffs* quotas *^.etcv) " \ 

D. Through Cash Subsidies of Various Sorts . ^ ■ V \ 

Abolition of Restrictive Laws and Practices Pniich Purportedly Heduae 
Imployment Opportunities (espaalally for low-^grade labor) * Including the 
Abolition of: ) 



A* 1, Legal minimum wagei - ^ 

Zm Trade union minimum wages ^ . 

3. Conventional minimum wages (employees* inhibitions) ^ _ 

B# Regressive Employmant Taxes * Pension Contributions* and Other 

federal Deductions from Wages tC" " i 

C. Restrictions of Access to Better Jobs (direct barriers or wageV - - 
contracts limiting the amount of labor demanded) . 

Special Tax Advantages " Removing All TaKes from Those Below pOTerty-Line 

Full Employment Policies* Public Employment ^ 

Increasing Aggregate Demand Through Monetary and Fiscal Escpanslon* especially 

A* Increasing Government Spending . 

B, Reduced Taxes *^ ^ . 

D, Increased Credit Available to Business and Consiutters , k ^ 



9 breakeven Income I That level of income at which the 
^^^^ transfer Is zero ....... ...... 

These variables are machematlcally related in this manner 

breakeven Income - Income guarantee 

marg. tax rate" 

breakeven income x marginaf^TOK rate ^ Income guarantee 
Given this relationship, only two of the three variables need be specified 
to describe an NIT plan. For instance^ an income guarantee of $2,500 with 
a 50 percent marginal tax rate could be referred to simply as a $2,500 - 
'50 percent NIT, which would, by definition, have a $5,000- breakeven income. 

A negative Income tax can also be described graphically. Exhibit II 
'represents the relation of praallowance income to disposable income for a 
family of four. 

EXHIBIT II* Relation of Preallowance Income to 
Disposable Income for a Family of 
" four 



Disposable 

Income 8,00C' 
(dollars) 




2,(A)u 4,duu b,d)u a,Uuu 



Preallowance Income (dollars) 



OA is a forty-five degree line which represents the relation between dlsposabl 
Income and preallowance income if there were no income tax or transfers, OB 
represents this relationship with income taxes but no transfers. 

for purposes of illustrating possible NIT options, the income tax will be 
ignored for the present. If the income guarantee is set at $3,000 with a 



urn 

Lowanca 



100 percer^t narginal tax rate (i.e., dollar for dollar reductions of incoffli 
transfer.-^S eamlngs imreasa) CD stataa the relationship between preallc 
and disposable income. For any prMllOTarice income below $3,000^ the dlsposabla 
income will always equal $3,000. Or, to put it differently, earnings will have 
no consequence below $3,000 — the disposable Income will remain the same. 
'For a $3,000 - 50 percent NIT, CE would represent the resulting relacionship* 
Disposable income would Increase with additional earnings, but at half the rate 

of the Increase in earnings, A $A,00 per hour wage, under these conditions, will 
have a net value of $2.00 to the transfer recipient. Thus, there are potentially 
an infinite nmaber of possible NIT alternative, with different guaranteas and 
tax rates. Nor must a marginal t^ rate be set uniformly thrbughout; the rate 
can be placed lower for lower Incomes and higher for higher preallowance levels, 

^ Compared to the present Merlcan system of welfare, a negative income tan 
offers several definite advantages: 

1* Assistance Is objectively related to need, defined as low 
income. Indeed, according to some writers, the NIT goes 
further than any other welfare design in Its comprehensive- 
ness toward eliminating poverty, insofar as poverty can be 
equated with low income. Since benefits vary in proportion 
Co poverty, the NIT may, at least theoretically, represent 
Che "ultliaate weapon" in the poverty war,* 

2, More assiatince is given to those with lower Incomes | the 
adjustment Is automatic, 

3* Since assistance is in the form of cash, the recipient is 
given maximum flexibility in disposing of his income. 

4* The NIT Is highly flexible,^ 

There are, however, a number of disadvantages which must be considered as ' 

Weill 



1. Because of the nature of the relationship between the three 
primary variables 5^ any NIT design must face a problem of 
conflicting goals or trade-offs, with the resulting necessity 
for compromise. An income guarantee should be high enough to 
pemit a -'decent level of living," but the higher this figure 
is set, the more expensive the progr^ becomes. A high 
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Joseph A. Kershaw, Government Against Poverty (Chicago 1 Markham 
Publishing Cbmpany, 1970) ^ 98-130. 

Edgar K, Browning, Redistribution and the Welfare System (Washington, 
R*£* % Merican Enterprises Institute, 1975) : 31-64. J^Q 



marginal tax rate will off sr a disincentive to work. If there 
is a marked decline in hours wrked by the poor , the amotint of ' 
tranifer must Increase, A low marginal tax rate, on the other 
handj would eKtend^ transfers well into the nonpoor income 
levels* In addition to being more expensive, a low marginal 

rate would reduce the number of those who must finance ,an 
income tranfer system. Regarding the breakeven Income , the 
higher the level, the larger the income transfer necessary and 
the smaller the number of families above the breakeven point 
to support the system* 

Thus, ideally J an NIT should have a low breakeven lEComej 
low marginal t^ rate, and high Income guarantee^ These goals , 
however p cannot be achieved simultaneously- The necessary 
trade-offs involved are illustrated in Exhibit III below i 



EffllBIT III I 



Three NIT Programs " Relative Advantages 
and Disadvantages 



Gharacterlstlcs 



$5,000- 100% NIT 

This lOOX; marginal 
tax rate destroys 
all incentive to 
work 

Cost increases as 
earnings decline 



NIT Scheme 



$5,000 - 50% NIT 

r higher breakeven 
point, $10,000, 
would not destroy 
work incentive, 

} but would be very 
costly, for it 
would Involve 
transfers to more 
than 80 million 
people* 



$2,500 - 50% NIT 

I Income guarantee 
less than poverty 
line, 

> but has work 
incentive features 



One should carefully note that these inverse relationships 
between variables are not limited to the negative income 
tax; similar trade--offs are necessary regarding other wel-* 
fare proposals, including the present system.* . 

Money does not adequately measure "need"| special circ™- 
stances, such as unusually high medical expenses, are 
ignored by NIT. 



Some allege that recipients of cash^transf ers are likely to 
spend their money on nonessentials . 



* BroTOlng;, pp. 65-70* 
See Browning, p* 46 
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The NIT treats lyniptoms, not causee of poverty. 

There is a problem ragarding frequency of payment* It is 
precisely low Income people who need money promptly and 
frequently* Periodic payment a will, in turn, generate numerous 
methodological and administrative problems, notably estimating 
incoma for the forthcoming year. 

6, Before an NIT can be implemented, the following methodological 
problem areas must be addressed i 

' • Definition of Income " The use of current IRS definition 
of gross adjusted income would lead to grave inequities- 
For instances a retired millionaire whose sole income 
consisted of Interest from municipal bonds would be, 
under the IRS definitions eligible for the entire income 
guarantee* The definition of income under an NIT would 
have to be very broad* 

e Adjustment for Family Size " Adjustments reflecting 
differentials under the current Orshansky measure may 
give an incentive to breaking up family units* A 
separate husband and wife with children mays together^ 
receive a larger transfer than as a single unit- A flat 
per capita rate, on the other hand, would either leave ^ 
a single ^ndivid^ual with a grossly inadequate income 
(if the .rate were low) or provide a large family with 
an excessive sum (if the rate were large) * 

m Coordination with Federal Income Tax ™ For a number of 
possible NIT options j a case may arise of overlap 
between negative t^ transfer and positive tax payment. 
If no change Is made in the tax law for this overlap 
groups a new high marginal tax rate would, rasult*-^ 

2.2*2 Wage Rate Subsidies (WRS) 

Several economists** have reco^ended an alternate broad^ 

based income transfer programs wage rate subsidies (WES), The WRS subsidizes 

wage rates rather than annual income. The size of the transfer depends on 

wage rates and hours worked s not on pretransfer income. The breakeven level 



* Brownings p. 34* 
^ Kershaw, pp, 98-130 
i Browning, pp* 65-94, 

** See Henry Aaron , Why Is Welfare So^Hard to Reform ? (Washington, D*G,i 
The Brookings Ins^tution, 1973) i 60 ftn, ^ 
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and ratt of subsidy are the two key variables. If $3.00.is the breakeven point 
and 50 percent ie the subsidy rate ^ the subsidy for a $2,00 market wage rate 
is one^half the difference between the breakeven wage rate and the market wage 
rates ($3,00 - 2.00) 1/2 ^ $*50. 

EsEhlbit IV presents a hypothetical ms plan. ! 

EXHIBIT IV: Hypothetical Wage-Rata Subsidy Plan 

[13,00 - 50%] 



mRKET WAGE RATE 


SUBSIDY 


NE'T-iWAGE RATE . 


. $1.00 


$1.00 


$2.00 


1.50 


' .75 


2.25 


2.00 


.50 


2.50 , 


2.50 


.25 


2.75 


3.00 


.00 


3.00 



Source : Browning , p .84 



Adyant ages . 

In comparison to the NIT, wage rate subsidies offer a far greater incentive 
to work, and to work longer hours* As will, be explatnad more fully in Section 
3, work" incentive ' effects comprise two elements* An Income affect refers to the 
reduced need to work so hard to sustain the sme standard of living resulting 
from Increaaec' Income, A man with a minimum Income guarantee of $5,000 would, 
In this respewit, have less Incentive to work than one whose guarantee was IZjOOO, 
A subs t^ t ut ion ef f ec t refers to the reduGed net wage rate of recipients of 
transfers resulting from the marginal tBX rate. A man with a 50 percent margi- 
nal tax rate keeps ,only $1,00 of a $2.00 Increase In wages [$2.00 - ,50 ($2* 00) 
^ $1,00], He would thus have a reduced incentive to Increase his wage rate. 
An NIT eKerclses a negative incentive regarding both these factors, income ef- 
fect and substitution .effect , The magnitude of these negative" effects would 



depend upon the income guarantee and the size of the marginal tax rate. For 



the TOS, however, the income effect ia positivei though the substitution affect 
reinains negative* Tlie subsidy- attached to wage rates places a premium upon ^ 
n^bers of hours worked — the longer the hours , the greater the premium. But, 
there remaina a negative incentive to increase the wage rate ^ ai the marginal 
Cek rate applies with increasing hourly earning rates* 

, One should note that higher money income does no^ necessarily mean that 
a recipient of WHS would be better off | this increase will be offset by longer 

-working hours and r^uced - leisure. - — - - , - — - - — 

Disadvantages 

1, ' While there ir a positive incentive to increase hours of 

work, the incentive to increase the wage rate is negative ^ 

due to the substitution effect. This will also negatively 

affect investment in human capital, i.e., acquiring skill 

through training to earn more. ^ ^ .. a. . . 

2, Wage rata subsidies do not concentrate their benefits on 
the poor. Many nonpoor working families will receive 
transfers, while the nonworking poor are 'Entirely outside 
the system of income transfers. . 

3, There are major difficulties in ad^nistration. It is 
necessary to taiow the wage rates and hours worked. This 
information will be difficult to acquire in the case of 
many occupations^ e.g-j waitresses^ and there is great 
leeway for fraud, 

4, There will have to be an accompanying provision for the 
nonworking popr^ perhaps an NIT* The two programs will 
have to be cooydftnated,* ^ 

2.2.3 Demsgrants ("Social Dividend Plan") 

Social dividend plans, such as demogrants or family allowances, 

make equal cash transfers to all members of a demographic group regardless of 

income . In this , respect, they differ from other broad^basad income transfer 

programs [e.g., NITj WRS] which are specifically focused on low income. 



BroTOing, pp. 83-91. 

OASDl, rather than being a true insurance programs iSs in fact, a broad- 
based social dividend income transfer plan. Economic resources are taken 
from the present working population to subsidize the present aged. 



A damogrant is a universal social dividend j making an equal paynent to 



every man, womani and child in the United States* One apparent advantage of 
'"--sueh a icheme is the fact that the same marginal tax rate would apply to 
eveiryone. 

However^ in practica the demogrant works out to be a modified negative 
InGOTie tax. If a $lsOO0 demogrant were guaranteed to every Americans this 
would require transfers to 210,000,000 people (1973), requiring $210 billion, 
Edgar Broking estimates that such a sum would require an across-the-board 
33 1/3 percent tax on all income with no deductions or exemptions* Assuming 
for the moment,* a flat (proportional) tax rate of 33 1/3 percent and ignoring 
other government ^jcpendltures, analysis will show that this is equivalent to a 
lA^OOO ~ 33 percent NIT. When other tax needs (e,g,p defense) are included^ 
the marginal tax rate would vary with Income, with the resultant differential 
effects on work incentive* 



Ixhiblt V illustrates graphically the analysis just presented. 



ECHIBIT Vi Hypothetical Demogrant Program Financed By 
A Flat Rate Tax on Income 



Disposable 
Income 



$4,000 A 
(family of 4) 




$12,000 



F 



Pratransf er Income 



Source I Browning, p, 82 
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OD i^epresents the pretax, pretransfer relationship (111) betwean pretranafer 
Income and disposable income, A3 describei a $4sOOO demogrant for a family of 
four, A 33 1/3 percent income tax (flat rate) cdrreiponds to OE* The net 
effect of both a demogrant and a 33 1/3 percent flat income taK is represented 
by AFi a $.4^000 - 33 1/3 percent NIT with a $12^000 breakeven level income. 
Once agaiflT, when nonwelfare government expenditures are included ^ the 
marginal rate will prove to be considerably higher. A $1*000 demogrant will 
thus, in effects equal a very eKpensive NIT with large income transfers.* . 
2*2,4 Family Allowances 
-.^.^4/, Social dividends need not be universal , and may be established 

for specif Ic demographic groups. Family allowances 1 one type of non--universal 
social dividends award grants to families based on the number of children 
present. Except in the highly diluted^ form of ta^e ex^^ptions, the United 
States has not relied upon family allowances for its social welfare policy^ 
though they are conmon in Weateni Europe* 

As already noted, the number of children, not income ^ is the criterion 
for granting transfers- Host family allowance schemes classify grants as 
taxable income and remove income tax eKemptlons f or children * While the 
wealthy can receive the benefit, many family allowance formulas specify that 
those above the taKpaying level should receive less than a full grant- Those 
in the highes'. bracket would find disposable Income reduced, 

Froponencs of family allowances note that the receipt of grants would . 
invoke no stigma and no means test. They would not impair work incentives, 
since additional earnings would not reduce the grant. Gritlcs, however, note. 
seve»ral drawbacks s * ^ ^ 

* Browning, pp. 81-83 

Daniel P. Moynlhan, The Politics of A Guaranteed Income (New Yorkt 
Vintage Books, 1973)7" 48. 



• Payments must end one day, e.g., when the children become 
■: ' 18, Expenses must thereupon be reduced to match redueed 

income, 

4 No provision is made for the poor who are enildless, e,g., 
aged poor . 

• Tha payment is the a^e, whether to the near poor or vary ! 
poor, \ 

m ' Much money will go to the nonpoor. 
In atMamryj opponents of frilly allowances view this policy as highly inaffi- 
ciant as a device to attack poverty** 

2.3 Categorical Cash Transfers ' - 

— — Categorical cash - transfers are grants to-the -poor -of certain demo- 
graphic groups I some of the poor are singled out and others excluded* The 
United States has placed heavy - emphasis upon this type of income transfer 
device in its welfare policy . Examples of categorical cash transfers include 

\ 9 M4 to_FaMllei with Dependent: Chlldren_CAroC)._ . . . ; 

• Uni^mployment Insurance 

• Supplementary Security Income (SSI) for the aged poor, 
disabled J and blind 

9 General Assistance to Indians 

• Assistance to Cuban Refugees 

• Aid to Surviving Relatives of Deceased Coal Miners 

Space prevents a full discussion of America's present syst^ of categorical 
cash transfers. But in order to Illustrate the workings of such a program, 
as well as to examine its advantages and disadvantages , AFDC will be singled 
out for analysis* 

AFDC originated in the Social Security Act of 1935 as one of the public 
assistance progrms designed eventually to be superseded -by social security. 
In fact, AFDC has grown substantially. In addition, originally it was anti- 
cipated that a majority of recipients would be widows! by 1971, however, 
76 percent of AFDC families were headed by women who were divorced, deserted, 
separated, never married, or otherwise living apart from their children's 
fathers- Ten percent of recipients were intact families 5 many helped under 
a program for unemployed fathers (AFDC-UP), first enacted In 1961, AFDC la 



is a joint Federal-State program** 

Defenders of eategorlcal cash transfers originally thought the iniurance 
provislona of the Soeial Security System would. eventually absorb "residual" 
public assistance programs. Except for old age assistance (OM) '^ none of 
these progrMs have declined as anticipateds and in fact have grown. This Is 
particularly the ease regarding AfDC which now lurpassas .all other cash trans- 
fer public assistance policies in expense and number of recipients- im 
argtnaent has been made that the incidence of poverty is highly correlated ^th 
the demographic groups which are the focus of categorical programs* For 
instance j 54 percent of the aged have pretransfer income below the poverty line 
and mong non-aged fandlles headed by a female, 43 percent would be poor in the 
absence of transfers. Categorical grants thus are targeted to population seg- 
ments with a high risk of poverty # Critics notej however ^ that: 

• many nonpoor fellies are included with the poor in these 
demographic groups, and 

• many poor^Cetg*,^ male workers , heads of fmllles) are 
eKcluded , 

Among all the writers reviewed for this analysis, ATOC received little, ,if 

anys praise. Almost universally, it is felt that AEDC requires massive 

restructuring, if not complete raplacment* Some of the major deficiencies 

of the progrM are the following i 

1. All categorical progrmns require precise definitions of 
eligibility with some "means test" to determine whether 
the family meets the requisite criteria for inclusion in 
the program. This has often degenerated into demeaning 
"spot checks" and eKamlnations to prove eligibility. 
Animosity between recipients and caseworkers, arbitrary 
Judgements J deceit ^ arid cheating are promoted under such 
a system. ' 

* Aaron, pp. 7-11. Ig 
Browning^ pp. 35--36 



2* In ©riglns many of these categorical programs were based on 
the distinction betwaan "deserving and "nondeserving" poor. 
In fact* however, there is no way to rationally make this 
distinction. There are too ^any factors which enter into a 
family head's decision whether to workj and these factors 
interact in a very complex manner* Furthermore^ among 
fatherless fainllies with preschool children, about one-half 
of the mothers work I more than 40 percent of women now (1973) 
receiving APDG worked at^lesst part of the year* Regarding 
miemployment insurance, 83 percent of recipients were from 
families making more than $5,000 a year (1973),* 

3* Levels of benefits and numbers of eligible vary widely ^ong 
the fifty states| AFDCj in practlcep therefore is capricious* 

Under the joint Federal-State progranj states have 
adopted such diverse benefit levels and adrinlstrative rules 
r that f If ty--one separate public assistance programs are in opera^ 
tion In the fifty states and the District of Columbia* ^nual 
average payments to a family of four can vary from $670 In 
Mississippi to $3,730 in New York (1971)* -^^ 

These variations arise from a nimber of sources^; " 

• States se£ different standards of need 
(full standards)* 

. , • . Not all. states _p^..recipients..tha.:full ,..., ...^ ,.;^., 

standard (maKimum paymeht)* 

# States pay for certain work^related . 
e^cpsnses^ bu^ each defines thm . 
differently* 

f, AEDC has a high marginal tax rate with the consequent negative 
work Incentive, Prior ta'19|1^ this rate was 100 percent — 
$1.00 was subtracted from the^cransfer for each $1*00 of earnings, 
Since then, the benefits have fallen 67 percent for ea^h 
dollar of earnings beyond the first $30.00 each month,--, 

S, Recent studies** have suggested that AFDC may contribute to 

the breakup of families, ^'The data imply, , ,that independent 
of other factors^ the size of the AIDC payme^ itself was an 
important determinant of family dlssolutloh. 



* Brownings pp* 36-39 • ^ \ 

^ Aaron, pp, 7--11, ^' = 

+ 

Brownlngi p. 38. \ ^ - 

**.U.S* Congress, Joint Economic Committees Subcommittee on Fiscal Policy s. Studies 
on Public Welfare , Paper No, 12; Part 1, 93rd Congress, 1st Session, November 
1973." Study on "the Impact of . Welfare Payment Levels on Frilly Stability j'*. by - 
(Harjorle Honlg, pp. 51, 38* in 

Browning, pp, 38-39, 
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In si^ariilng his conalusions regarding categorical eash transfer pro-" 

grama I Idgar %* Broking stated i != 

Categqrleal programs are eieentially NIT programs rastrietad ; 

to certain demographie groups. They have all the disadvan- | 

tagas of the NIT| together with several additional ones, but | 

lack most of the advantages.* . j 

2,4 In-Kind (Consumption) Transferg I 
/ In-kind transfers assist the poor by financing consumption of j 
particular goods and sarvicBS. Examples of such programs include .food stamps, 
housing subsidies, arid Madlcaid. Food stamps will be looked at closely here*, 
!; . '2.4.1 Food Stamps ^ ^ . ... J : 

, ■ ■ Higibillty for food stamps depends upon family s±zm and j 

Income. A, family of four" Is eliilble if its. Income is below $6,800, after . 
deductions for such items as housing and utility costs in excess of %0 percent 
of IncoMe. Once eligible, a faaily can ^purchase food stamps at a price below 

their face or market value. , j 

1-The amount of the discount comprises the value of the food stamps, and, - 
will vary with income and family size , as displayed. In EKhlbit VI. Thus a.f 
family of four. which has a gross adjusted Income of $3,000, can purchase ; 
$1,800 worth of food stamps, for $852. In effect, the government will pay for 
53 percent of Its food bill. ■ 



* Browning, pp. 38-39. 



20 



EXHIBIT VI; Food Stamp Banafits for a Family of 
Four (July 1974) 



Pretransfer 
Adjusted Income 


Tranafer 


Total 
AdjusCment 


Minimum Food 
Consimed 


0 


1,800 


1,800 


1,800 


IjOOO 


1,572 


2,572 


1,800 


2,000 


1,308- 


3,308 , 


i.aoo 


3,000 


948 


3,948 


11,800 


4,000 


660 


4,660 


1,800 


3,000 


444 


. 5,444 


1,800 


6,000 


288 


6,288 


1,800 



Soureai Browning, p. 41. 



While there is a variable purchase option, most recipients elect to purchaaa 
the basic $1,800 allotment* The effect is to place an $1,800 floor on food 
purchases* Thare is an implicit marginal tax rate of approKiBmtely 25 30 
percent. 

One noteworthy feature of the food stamp prpgram is its effect upon 
consisnption patterns.. Some ac onomiits argue that in-kind transfers distort 
consumption pacterns, forcing a recipient to purchase more of a particular 
commodity than would have been the case if the transfer had been unrestricted. 
One scholar estimates that $1*00 in food stMps is worth $.82 to the ^-r 
recipient,* 

2,4.2 Evaluation of In-Kind Transfers 

The usual argument made in favor of in--kind transfers as 
social policy is that they promote the consumption " of essential items (housing, 
tnedical care, food), and discourage frivolous purchases (e#g*, excessive 
tobacco^ movies, liquor). Opponents, however, note thati .. 



* Kenneth Clarkson* See Brox^lng, pp* 40=43. 



1. The aisumpcion is often made that experts would bt able to 
evaluate each'' family's needs and make sure that the appro*- 
prlate quantity and quality of goodi are coniumed. Hie 
reality, however, is far different. Existing in--kind 
transfer programs are adjusted for only a few variables, 
e,g,. Income and family size. All kinds of var^lables are 
Ignored in order to make these programs administratively 
manageable, = 

2, Evidence does seem to Indicate that the poor do- consume ^ . 
moTB now than before food stamps* This does not neces^ '*'" \ 
sarily imply more nutritious diets, however* --^-r^^^^/^^- 



3* To fine-tune allotments would require far more information * . 
than presently available. There is a question whether "^/.^ 
Buch an elaborate Infomatlon system would be administra^ 
tively manageable* 

' ' ' " ' • ^ ..... . ■ w 

4, Consumption survey data seem to indicate that the poor , 
actually spend proportionately more on food i housing, and 

medical care thm higher Income groups*"^ Evidence of trt.de-- ^ 
spread Irrational purchases Is lacking. ^ 

5, Administrative costs are often quite high for In-klnd 
transfer programs in comparison to simple cash /transfers* . 

At least 9 percent of the amount transferred under -food :- ^-|>. ; ^ ^ 
stamps is allocated for administrative expenses, compared- 
to the approKimately 2 percent for social security, A 
full-scale NIT, It Is estijaated, would involve an overhead 
- - ' of aro^d 3" perceht * 

6, Like categorical' cash transfers, in-kind transfers are ( ^/o- 
truncated NIT programs^ often with severe dlsadyantages*^*^— ^ 
lacking in a full-scale NIT,* ^ ; ^ 

2.5 Cpmppslte Programs^ " 

Of course, there are also proposals to build upon tha^ existing array 
of prograins ( ash transfers, in-kind transfers) and merge them Into an inte- 
grated, reformed system* Any consideration of welfare reform, and particularly 
jf proposals to "fine-^tune" the present system must examine the totality of 
some 168 existing programs : their discrete effects and interactions* Exhibit;^ 
I on page 3 illustrates, to some degree, the complexity of such an undertaking* 
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* Browning, pp* 45-50* 



Ifare than simple direct transfers of Ineome are Involved, ; 

Some analysts do .not think an attempt to Integrate existing programe to 
be worth the effort! 

• Contradictions and anomaliss pervade the present welfare 
system. Defects of individual progrms are often magni^ 

. fied in combination . For instance, an across-'the^board 
increase in social security will result^ in- no improvement ? 
for the elderly poor who are presently receiving SSI as 

well as social security. Higher social security payments # 
reduce SSI parents ^ dollar for dollar , 

• The combined-: affects of programs often destroy all work 
Incentives, llie effective marginal tax rates of ieveral 
programs is approximately the sum of the separate rates* 

" Rates can eKceed" 100 p ercen t onT sofia income ley ^ ^ . ^ 

• = A system, which consists of 168 discrete programs ^ 

administered on several levels of government , will inter-- 
act with such incredible complexity, tha^ their net 
wffects will often be hard to determine* 

M Interesting alternative composite approach is suggested by Henry Aaron.i^ 
He recommends a tripartite cOBiposite made up of cash allotments, housing sub-- 
.sidles, and medical care. If cash, housing, and medical assistance were 
provided using the formuias he developed, and If the tax rate were imposed ^ 
sequentially I the basic benefit for a family of four with no outside earnings 
would be worth $3,410, Benefits in the form of cash would be available until 
earnings reached $7^728, Aaron avoids the horrendous cumulative tax rates 
which either presently exist or would arise in;.comblnation with proposed welfare 
reforms (e,g*, FAP) , These rates are still high, however, approaching 80 per- 
cent at some Income levels. On the whole, Aaron's system, if adopted, would 
result iiiwa veitly Improved equity and would improve work Incentives* 



* Aaron I pp * 31-^46 

^ Browning, pp. 59--63. 

i Aaron, pp* 59-69* 23 



3.0 WELFARE- REFORM I MAJOR ISSUE AMA S \ , = 

3*1 Sutrm^ry of lasue Ayaag 

EiAiblt VII presents a deCailed abstract of issues raised by the 
welfare raform contrdvarayt grouped into five interrelated issue clusters i 

• • normative issues « " , 

• economic issues ' 

• social issues 
. ' ® administrative Issues - 

• political issues ; 

A full discussion of all these topics is impossible in a report of this si^e, 

. However one . issue has . stood . out "as^ of paramount .Rignlflca^^ TOong^ witers . pn_ 

tha subject of welfare reforai the question of work incentives and their im-*; 
portance* This section will ^ therefore, focus on the matter. in detail ^ assessing 
its relevance in tha redesign of ^erica's public assistance system, Spaclfically ^ 
the following questions will be addreisedi 

m Of what eocnomic importance are work incentives? 

• ^at effect does the marginal tax rate have on work incentives? 
Is thare empirical evidenca tp_dpcument these effects? v 

f For tha natioii as a whole ^ what is the overall affect of redis- 
tribution of income upon the marginal tax rate? 

3*2 Of What Economic Importance Are Work Incentives ? 

Work Incentives are Important because they affect the cost of a pro- 
gram of public assistancej the available tax base to support such, a system, as 
well as long-^term economic growth. Two factors actually comprise work^incen^-- 
t±vm affects: 

m income, effect " Increased aggregate Income reduces the need 
to work as hard to sustain a comparabla standard of living- 

• substitution effect higher marginal tax rates reduce the 
net wage rate of recipients of transfars as earnings increase. 
The marginal tax rate Is the proportion of reduction in trans- 
fer paj^ents as earned Income rises, 

24 . ■ 



EXHIBIT VII s lesua Area Abstract 



Nonna^ve Issue Cluster 
A. Equality 

1* To what extent is equality, however defined, a desirable 
soeial goal? 

a* In addition to income equality^ what varieties of ^ 

equality are there? 
bp Do various forms of inequality serve a social good? 
a* Should income equality be considered i^onymous with 

equality? Should it be considered the criterion of 

human happiness? 
2- Can income equality p in fact, be maasured? 

B* Need 

Welfare programs concents 

needs important? Can government social programs address ' 
these other needs? 
2, If the goal "^f a welfare program (i.e., income redistribution) 
is to provide economic resources proportionate to need^ to 
what ex tent do present or proposed meESures achieve this? 
a# Adequacy " Is -the minimum incqme guarantee adequate 

for subsistence? For socially defined ■'decency"? 
bv Coverage Are all the poor, once identified ^ ^in fact - 

covered by welfare programs? Are^ resources distributed 

proportionate to need? 
3* Objectivity — Are income transfers objectively (empirically, 
quantitatively, and clearly) related to need? To what 
extent do present and proposed programs demonstrate a clear 
linkage? 

4, "Deserving-* vs. "Non-Deserving" Need — To what extent can 
"deserving" and "non-^deseriring" groups of the poor be dis-- 
tinguished? What are the criteria of "deserving"? Can the 
"deserving" poor, however defined ^ be reliably delineated 
in practice? , 

Economic Issue Cluster ' 

A. Conceptual Economic Issues in Design of Welfare Programs 

i> Of what importance are work incentives? How do they affect 
overall economic growth? Individual productivity? Cost of 
income transfer programs? What are the relative effects 
of the work incentives components l income effects and 
substitution effects? 
2* What effect does the marginal tax rate have on work 
ineen4dves? 

a* What is the effect of marginal tax rates on earnings? 
b. On investments in human capital? 

e. What are the marginal tax rates of present programs 

considered discretely? Considered cumulatively? 
d. , How do proposala for reform handle marginal tax rates? 
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e. What empirical evidence eKlati r^arding the precise work 
incentive effects of income raaintsmance programs? 

3, Cost of Redistribution — What is the, mvarall effect of natlonkl 
redistribution of income upon the mar^mai t« rate? How much 
can society afford by way of increase marginal tax rates to 

^ support income transfers? Given this mmit, what income guaran- 
tees and breakeven levels are possible?! 

4, How are the "poor" defined? - 

5, What is the current state" of income r^lstribution? 

a. How many are poor? ^ 
fa. How much transfer of income already is channeled to ' the 

poor? ^ ° 
c. What is Che distribution of inco^T 

d* Wiat are the current consmption pMtterns/of the poor? 

6, Flexibility ™ To. what degree do varlaos income maintenance 
^ proposals (iiaplay flex^ is^tthe capability to be 

. modif iedtO; meet- n^ly perceived- needs J/™ 

7, Economic Value ~ To what esetent does tlhe face value of a 
transfer correspond to the value -plac^H on it by a recipient? 
a* Is there a, gap beWeen cost to'soe^ety and yaliie placed 

by recipients? ~ ■ 

b. Are there distortions in consmnptlosn patterns? Do consumers 
spend transfer Income^in ways different from ways they 
would spend it free of restrictioMi? 

Methodological Issues in Implementation pf WMlfare Reform 

1, Income ~ How is pre-allowance income dctffined? Is the IRS 

classification of "gross adjusted incomci" sufficient? If not 5 
what\should "income" encompass? 
2* Treatment of Family Unit — In additionitto pretransfer income, 
an income transfer program must account ^for differences in 
faitLly si^a. What are the available meaans for doing so? t^at 
are the relative advantages and disadvant^ages of these options 1 

• approxmately the same proraticon according^ to 

^ family size used in the preseatt official poverty 
^ J measure, 

• equal per capita guarantee, 

• per capita guarantee of $1,200 JEfor each adult and 
$800 per child? 

3* Goordihation with Federal Individual Income Tax — There will 
be a problem in coordinating a program ofr . income guarantees 
(e.g., NIT) with the positive income tax,, if the breakeven 
income of an NIT exceeds the svm of e^e^^ions and deductions 
under the Federal income tax. How can thiis "overlap" be 
handled ^without creating very high marglmal tax rates and 
inequities? 



Ill* Social Issue Cluster 



Externalities —-'Some prbponents of in-kind transfers take the ^ pes i*^^^^ 
tion that externalities (economic and social biranef its to others 
flowing from transfers to the poor) arise from:, rthese programs* . To 
what extent does the empirical evidence supports this supposition? 
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B, Stability of Family Unit ™ Critlca of existing categorical cash 
transfers (t.g*, AFDC) maintain that these programs often promote 
the disruption of family units* Have Mpirical studies shown this 
to be the case? Do proposed reform promise to remove incentives 
to break up family units? 

IV. Administrative Issue Clusters 

A. Coordination and Control " The large number of existing social 
aesistance programs and the complexity of jurisdictional divisions 
between Federals state ^ and local govermaent create grave diffi- 
culties regarding coordination and control. What are the conse- 
quences of lack of sufficient control? How have present programs 
failed In this regard? Do welfare reform proposals give attention 
to this issue? If so, how? 

B. Adirinlstrative Costs — ^at are the administrative overheads ' 
associated with different welfare reform models? Wiich have the 
lowest? 

C. Eligibility — How will eligibility for a given welfare program be 
determined? 

D* Filing and Payment — How frequently will payments be made? Under 
an NITj the program does not Immediately fill the income needs oi 
an individual suffering a sudden loss of income* Can a system be 
designed for frequents periodic payments? 

E* Audit Standards " Direct assistance programs will require a deter-- 
mination of pretransfer Income, ^^at kinds of audit procedures are 
available to assure accuracy and avoid fraud? Can sampling proce-^ 
dures maintain credibility of enforcement? Would IRS be the best' 
agency for regular auditing procedures? 

B* Jurisdiction in Administration " Wilch Federal agency should have 
primary responsibility in the implementation of a major welfare 
refora system? DHEW? IRS? What role can GSA play as an advocate 
of the poor in this process? 

V* Political Issues ' 

Interest Groups — - Wiat are the different constituencies affected 
by the welfare system (e.g., trade unionSj activist spokesmen for 
minority groups ^ politicians)? What has been their behavior in the 
past with respect to different welfare proposals? What is their 
current position? How would they likely react to initiatives in 
this area by the Carter administration? What would be the likely 
Ijmpact? 

Congress ~ What is the current attitude of Congress? What versions 
of welfare reform are si^ported there? By whom? What do eoTOaittee 
staffers think? 



A. 



C. Resaarch Institutes — What Is the current role of research 

institutes ("think tanks") j such as Brookings i in this affair? 
What has been their involvement in the paat? \^at role do the3? 
seek for themselves now? 

Ds Executive Branch ™ What position does the Carter adi^nistration 
take regarding welfare reform issues and alternative proposals? 
In what way can CSA contribute to a meaningful discussion of 
welfare issues as the new administration assesses its options? 
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Any income guarantee linked to aarnings will have a negative income effect 



by ellndnatlng the necessity to work for that imount. The higher the income 
guarantee, the greater the negative income effect. However, an income trans-^ 
far progrM linked to wage rates and hours worked, such as WRS, will have a 
positive income effect by increasing the economic value of hours worked. 

Since all transfer programs prescribe some reduction in paymsnts propor- 
tional to earnings, they will exercise a negative substitution effect. The 
loss in transfer reduces the net value of new wage earnings received, ' For 
instance, with a 50 percent marginal ta^ rate on transfers, a worker who in- 
creases his earnings by $1.00 per hour will have a net increase in disposable 
income of only $.50. This, naturally^ will diminish the incentive to increase 
one's wage rate and annual earnings, 

A reduction in the hours worked by recipients of income transfers concerni 
economists because of cost implications for a welfare design i 

1, Each percentage point decline in earaings will result in a 
corresponding increase in transfer payments of approximately 
1 percent. 

2, ^e larger the disincentive effect, the more difficult and 
expensive it will be to increase the disposable income of 
the poor. 

3* High disincentive features may influence those just above 

the transfer eligibility line to reduce work effort as well* 
This will increase the number of recipients, the cost of the 
program, and will, incidentally, also reduce the available 
tax base to support the program, 

4* Many believe ^ on philosophical grounds, that work is 

necessary to give meaning to life and promote a sense of 
personal worth. Policies tending to create a "dole" may 
be destructive to self-respect and htman dignity.* 



* Browning, pp. 69-72. 
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3. 3 ffltat Efface Does the Marginal Tax Rate Have on Work Incentives ? 
Is There Empirical Evidence to pQC^eiit these Effects? 

3,3*1 ^e Importance of the Marginal Tax Rate 

Margliial tax rates with their attendant substitution effects 

are believed by most economists .to be of crucial taportance in evaluating wel-- 

fare reform proposals. High marginal rates potentially cam 

# reduco work effort of both taxpayers and recipients, 

Q reduce the Incentives to save and Invest, Including Invest-- 
ments in human capital, 

9 create an incentive to convert income Into nontaxable form, 
^d 

• by reducing overall productivity, can endanger long-^term 
economic growth** 

Consider the question of Incentives to invest in human capital. This refers t 

the willingness of workers to undergo training or any educational program 

resulting in Increased ^earning capacity. If a $3,000 50 percent NIT were in 

effect, a man with an annual income of $4,000 would receive $1,000 in transfer 

payments. Supposing he could Increase his earnings to $6,000 per year by 

undergoing training, the actual Increment of increased disposable income would 

not be $2,00,0, but $1,000 [$2,00Q » $1,000 lost transferi* The 50 percent 

marginal tax rate will thus Impair the Incentive to Improve one's marketable 

skills. As Browning noted' 

In the short run^ work incentives may be impaired by a 
high marginal tax rate and, in the long run, work 
skills may be allowed to deteriorate or may never be ^ 
acquired in the first place* * , . 

'30 : 

* Browning, p* 100* 
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3.3.2 Empirical Evidence Concerning Marginal Tax Rates and Their 
Effects 

3,3,2-1 Marginal Tas Rates of Existing or Proposed Progr^s 

While it is often very difficult to assess the net effect of 
America's present morass of 168 programs,^ evidence that does exist suggests 
that the effective marginal tax rates are quite high. This is particularly 
true for the cumulative effects of several programs exa^ned together i marginal 
rates are often additive. Henry Aaron did extensive research on the subject 
and concluded that the tax rates for a famly of four under AFDC in combination 
with in-kind benefits average 75-80 percent for most low earnings levels* In 
addition, there is the notorious "notch" effect whereby "a person can receive 
lass disposable income by easing more . Tliis can occur around the upper income 

limits of eligibility, " 

Perhaps more interestingly, Aaron calculated the net tax transfer rates 
which would have arisen under various legislative proposals for reforms 
Nixon's original F^, HR 1, and the Long Plan. Their cumulative rates were 
considerably higher than under the present system, and would have affected far 
more f allies than the present AJDC. For some earninga^^-levels , HR 1 would 
have resulted in marginal tan rates of 130 percent.'^ Some economists, there^ 
fore, argue that an NIT or other significant welfare refora must not be merely 
added to the skIb ting system, but must replace it.^ 
3,3.2.2 Effects of Marginal Tax ^tes 

Economists agree that high marginal tax rates have a 
negative work incentive effect; the exact quantitative measure of this effect 
is,however, open to dispute. This section will review the evidence available 



* Bromingj p. 63 
Aaron, pp. 31^46. 

- jBrowninig, p, 91-94. 31 



on this question, with special emphasis on present goverwnent--sponsof ed incom 



maintenance eKperlments, 

Ip Nonexperimental Evidence 

Inrln Garflnkel* found diaagreement among various studies 
regarding the extent of work reduction caused by potential in- 
come maintenance programs* The estimated reduatlon in work 
effort for prime^aged married men under a $3,000 ^ 50 percent 
NIT (family of four)" ranged from 3 percent to 4^ percent* 
Clearly, there was a wide range of uncertainty* 

2, Income Maintenance EKpferlments 

Four major experiments in negative taxation have been 
sponsored by the government. Originally developed under the 
auspices of the Office of Economic Opportunity (010), the 
Department of Health, Education and Welfare now exercises 
supervision* The Institute fcr Research on Poverty of the 
University of Wisconsin and ttathematlcaj Inc, of Princeton, 
New Jersey have played leading roles in their Implementation* 
The four eKperlments Included i 

• The New Jersey ^ Pennsylvania Graduated Work 
Incentive Experiment (1968-1972) 

• ^e Iowa North Carolina Rural Income 
Maintenance ExpLrlment 

• The Seattle Experiment 

• thm Gary, Indiana Experiment 

The results of the first two of these experiments will be 
revleE^ed here. 

The New Jersey Gt^adua ted ^^^^ Experiment^ 

The experiment examined eight combinations of income guarantees and tax 

rates as to their relative effects upon a sample drawn from the poor and near 

poor (125 percent or less of the poverty line) * They were matched to a 

control group. The study concentrated on male-headed urban families s and 

lasted three '/ears. 



* U*S* Congress, Joint Economic Comlttee, Subcomnlttes pn Fiscal Policy, 
Studies in Public Welfare ^ Paper No* 13, 93rd Congress, 2nd Session, 
February 1974, pp* T-32, 

^ Browning, p, 71^ ' 

i Harold W. Watts and Albert Rees (eds.)^ Final Report of the New Jersey 
Graduated J^or]^ Incentives Experiment , Vols.. 1, 2, 3 and David N, Kershaw 
= and Jeriiyn fair (eds,). Vol* 4 (University of Wisconsin-Madison, Institute 
for Research on Poverty ^ and Mathematlca, 1973 ^ 1974), 

Also see I Joseph A. Pechman and>P, Michael Tlmpane (eds* ) Work 
Incenti^ea anji Income Guaranteesi The Jersey ^IT Experiment 
(Washington, D,G. i The Brookings Institution^ 1975) ^ 
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The major finding of the ^perlment was that there was only a small (5 to 
6 pereent) raductlon in average hours worked by the male heads of recipient 
families* For working wives, the reduction was greater i about one-third of . 
the previous work effort for whites and more than one--half for Spanish-speaking 
wives • Black working wives were not affected. 

There were^ however^ a number of severe methodological diffiaulties which 

render these results inconclusive^ 

• ^e liittited time period of the experiment made it more diffl^ 
cult to assess the impatt of a pemanentj national NIT- 

e There wai a major change in the New Jersey welfare system 

during the course of the eKperlment which may have contaminated 
the results* .One reason for selecting New Jersey in the first 
place was the lack of an ]A.EDC-UP program for unemployed fathers,* 
But on January 1, l^^, the state adopted such a prog ram , with 
very generous pror^^ffi^. As a result, controls became subject 
to incomf'^mainteriance policies often more generous than the 
e^^eriiiehtal, NIT. groups* Furthermore j there was large scale. 
- : attrition In- the^ experimental samples, notably among the 

less generous NIT groups* " 

m Only a small fraction of those who would be covered by a national 
program were Included in the experiment,^ A national program 
may have different labor market effects than a local experimental 
program — e*g,s reduction in noraal work week for low-skill 
laborers to thirty hours *^ 

The Iowa - North Carolina Rural Income Maintenance Experiment 

^e New Jersey experiment focused on the urban poor, and the results can- 
not necessarily be generalized to the poor of rural areas* The Iowa - North 
Carolina NIT experiment was designed to fill this gap. Families meeting in- 
come criteria were randomly selected and placed in five different experimental 
treatment groups* Benefit levels ranged from 50-100 percent of the poverty 
level income and implicit tax rates from 30 to 70 percent. Both wage-earning 
and self-employed workers were studied. 

For wage earnerSj hours worked for wages were lower among es^erimental 
group members compared to control j by a weighted ^average of 13, percent after 
* Pechman and Timpanej pp. 7-14, 
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holding aonstantj^nexperimantal differences • Hours worked by men remained 
essentially unchanged^ but for wives, a negative experimental effect of 27 
'pereent was obseryed^^ ^ . .. 

Among eKperimerital farm operators and managers, declines in farm profits 
appeared, relative-to coiitrQls^ but the differentials were only marginally 
significant* Concerning hours worked ^ a curious anomaly was observed. Farm 
work by farm operators showed a positive eKperimental affect of 11 percent in 

both states* ^Fam^hours declined over time for all groups, but at a faster 

^'":.V ^' . - - ■ 

rate for controls th&nt^for esperimentals * Eacperimental wives also seemed to 
work longer hours than controls* tmplicit taK rates and benefit levels 
appeared to have no'^sffect on level of faim work* Thus, a decline in produce 
tlvity was evident, despite more hours worked among farm operators compared 
to controls.* * _ ' 

Conclusions 

The available evidence seems to suggest that economists* concern about 

work incentives is not misplaced, but that fears of a complete cessation of 

work are unjustified,.^ / " . - 

3,4 j-^ What is .^e^Qverall Effect of National Income Redistribution 
Policies* Ifpon the Marginal Tax Rate? 

One major ^^ment .of the work incentive question concerns the cost 
of redistribut ioni*"^^at are the costs of income redistribution for society 
as a whole^ both in^tt^ms of net transfers, and in marginal taK rates which 
taxpayers must heart- Wsually- the cost of redistribution is defined as the 
-net amount of redistribution which a given plan would accomplish. ThuSj It 



* DHEW, Sumnary^eport ; Rural Income Malntanance Experiment (Washington, 
D.C.s DHIW, 1976)>'"vl-xvlll. . \- 
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was estimated that a hypothetical $4,000 - SO percent NIT would yield a net 
tranefer (redistribution cost) of $27-5 billion in 1971. A $5,500 50 percent 
NIT* would have, according to some, cost $71 billion in tha same year. Some-- 
times I these costs were represented as percentages of the QW% respectively , 
2.3 percent and 6,5 percent for the two plans* 

There are economists who maintain that this grossly underestimates the 
true cost of redistribution. Edgar Browning, for instances has emphasized that 
marginal tax rates ^ not percent of GNP, are the key variable in assessing cost 
to society. He estimated that a $5,500 - 50 percent NIT in 1971 would have 
resulted In an SO percent marginal tax rate for all families in the United 
States* A rate of this magnitude he felt to be ruinous. 

To illustrate why this was so^ Broming constructed a hypothetical model 
of a demogrant with an income guarantee set at one-half the average (not 
median) family income* In 1973^ this amounted to a $6,750 ($13,500/2) income 
guarantee* For .purposes of simplicity, he assumed three premises in his 
analysis I 

• the demogrant program was the only government expenditure, 

^ demogrants would be financed by a proportional (flat rate) 
: tax on pre transfer income j and 

• all families were of equal size* 

Two of these premises were dropped later in his analysis. BroTOing stated that 
a demogrant of this type would be equivalent to a $6,570 - 50 percent NIT with 
a breakeven point equal to the mean fmily income' ($13,500)* In effect, the 

.r^:n upper half of the income curve would redistribute economic resources to the 

r-' / - - . ■ ■ 

lower half* Browning estimated that this plan would result, given America's 
present distribution of income, in a net transfer of 10 percent of the 

— % ^ 

* reconmendad by the NWRO . - ^ 
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national income. From this, he concluded furthar that for each one perbent" of 
total income redistf ibuted j the marginal tax rate must be increased by 5rpercent| 
for the entire populations* 

W^ile there is disagre^ent as to the upper limit ofimarginal tax rates 
before serious work disincentives arise ^ Browning assumes 50 percent to be the 
maKimum safe limit* Subsequently, Browning factored in other government expendi-- 
turea and the taxes needed to finance them, which amounted to around 22 percent 
of the Nat National Product in 1973. ThuSj he concluded that 28 percent As the 
actual upper limit of income transfer marginal tax rates (50 percent ,22 percent 
^ 28 percent). Given this limits 28 percent of 913s500 is $35750^ the highest 
safe minimum income guarantee, according to Brownings 

But the real marginal tax rates of many plans are significantly higher 
than that* The NWRO $5,500 - 50 percent NIT, according to Browning, would have 
resulted in a marginal tax rate close to 80 percent for the entire population* ; 

Browning feels that the real significance of this fact is that the "marginal 
tax rata would apply to the middle and upper income class* Since these groups 
generate the bulk of economic resources in the countryj a severe work^^disin^ 
centive affecting them would seriously erode the tax base and compromise future 
economxc growth* 

Regardless of the validity of Browning's specific conclusions, it seems cleai 
that serious consideration must be given to the overall impact of different 
welfare reform strategies upon the marginal tax rates (and consequent work 
incentives) for the nor^^^^aa well as for the poor* 



* To redistribute 10 perceM^^^W^e required 'a SO percent margin^Xi? 
rate* Thus the ll5 proportion* . 

^ BroTOing, pp, 96-111* 36 



4.0 CSA^S POTENtlAL ROLE IN mhfME REFORM 

4.1 The Unfolding Scenario 

In the preceding pages, we have presentad a brief overview of the 
range of Issues and topics likely to be considered by the DHEW review, Wien 
particular topics emerge in the coming months, we will ba able to provide 
more focused analysee. 

Of particular concern to CSA at the present Juncturej however, ought to 
be three sets of questions i 

• How will the agency relate to DHEW as that department moves 
forward with its review? Secretary Calif ano has said that 
his review will involve all Federal agencies that have an 
interest in welfare reform, as well as state and local 
govarnments and interests* But^ Just how will CSA relate 
to the review process, structurally? 

• How will CSA relate to the welfare refom review, substan- 
tively? Which of the topics outlined in preceding pages 
of this report are most appropriately of concern to CSA? 

• Where governmental reorganization occurs (as it moat surely 
will) following a Federal welfare reform Initiative, what 
might CSA's new role be? Closely related, where is CSA 
likely to land as a result of such reorganisation? 

Each of these questions will be, considered below. No conclusions ^11 

be reached. However, the gptions that appear to be likely candidates for 

consideration will be presentad, with no attempt to evaluate their merits. 

That evaluati* n must come later, as events unfold, and as CSA begins to shape 

its policy pecspectives ^vis a vis welfare reform. 

4.2 CSA^s Possible Roles in Welfare Ref ormi-^i - Some Likely Options . 

4*2*1 Structural Options i Relationships to the DHIW Review 

There are (at least) four possible ways CSA might relate to 

DHP^'s welfare reform review (these are not mutuairy exclusive options) 1 

a. No formal relationship ™ If DHEW makes no overtures to CSA 
and CBki in turn, makes no overtures to DHEW, it is quite 
possible that CSA could be "left out" of the review process. 
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" b. OeeaslQnal infomal contact; soma review and comment — This 
option is also possible* However^ it might not be consis- 
tent with Secretary Califano's expressed Intention to ioliciC 
broad participation from the federal "family, 

c- Occasional, f_ormal contact; review and Gomnant through some 
kind of advisory committee mechanism Certainly this is a 
likely vehicle^ The secretary might even utilise the Inter- 
agency Poverty Studies Task Force. Whatever vehicle might be 
chosen, CSA would want to be a formal participant* 

d* A formally defined rolei possibly > involving the CDC/GAA 
network " CSA is the only Federal agency with an ongoing p 
active grassroots constituericy comprised of representatives 
of low income communities. As the welfare reform review and 
aubsequent initiative evolves s this "outreach/constituency" 
network could be envisioned as playing an important role, 
both in shaping options and in facilitating program tople-- 
mentation* Alternatively, one wonders about the costs to 
the White House, DHEWj etc* of not involving grassroots 
constituencies of the poor early in the process. This 
option may be CSA's best ^'shot'- at a prominent and enduring 
role in the welfare reform initiative . 

4.2.2 Substantive Options: ' Relationships to t^^ pHKil; Reviw 

Realistically, CSA must recognize t)?/? ctjuli^al maa^ analy- 
tical work^ already in place for the welfare raf cm: C'iviaw, as well as the large 
number of skilled analysts in place at DHEW (i.e . ^iSF)! — Income Security 
Group)* However,- one obser^/'ation rafi be made (based on our es^erience with 
DHEW's Office of the Secretar^O • 

The analysis process might well be excessively- arcaasj . 
and scholastic, lacking in understanding of practical 
realities of low income conmunities, and also buildirfg 
conclusions on highly tenuous data bases. 



In this contexts the potentialities of the Markets-Baskets "Study should 
not be overlooked.. However, in "publicising" the Market Baskets !r;udy, CSA 
should not oversell it, especially in view of the time constraints. But , 
there mighc be an opportunity ~ over the next few months — to weave into 
DMW*s review, a sensitization to the issues being cc.r.fronted in the Market 

Basket Studyi qO 

do 
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In essencej then, thrae possible substantive options (among others) aaerga 
in the short runs 

a* Articulation of the kinds of Information the Market Baskets 
Study might provide and how such information would sharpen 
the wel£are_ raform process — Most writers who discuss wel- 
fare strategies assume, as givens two vital praises i 

9 poverty has been validly defined such that the 

poor ean be reliably delineated ^ and 
m rationally constriicted "poverty lines in factp 
have bean astablishad which are truly representa^ 
tive of a minimally decent standard of living. 
Usually J the Orshansky measure is uncritically accepted as 
. appropriate for this purpose. 

Currently s poverty measures or income eligibility 
' standards are eKtansively used by a variety of Federal 
agencies in the administration of national progrras 
designed to help the poor* These measures have had two 
prinmry uses i 

1* An allocative formula to distribute appropria- 
tions among states and other jurlsdiations 
[e.g. J Title I of the Elamentary and Secondary 
Education Act]. 

2* Income eligibility criteria for individual 

applicants [e.g-^ CSA administered progr ams ] , 

Kiere is^ however, considerable diversity regarding 
which specific measures to apply, l^ile the official 
Orshansky Measure is widely utilized j other formulas are 
also usedj and in additionj the official measure is often 
modified or simplified, reducing the number of threeholde- 
Income definitions also vary.* 

Furthermore, there is^general agreement by specialists 
dealing with this question that the current Orshansky 
poverty thresholds are in need of major revision or replace-- 
ment* Major welfare refora innovations will not end the 
need for such measures | on the contrary ^ scientifically 
bas' d thresholds f oimded on absolute standards of need will 
bee* ma all the more necessary in order to rationally dls- 
triHute Federal monies. Whatever income maintenance formula 
Is adopted^ there: must be some rationale for drawing a 
"break point" between net receipt of support md payment of 
taxes. The amount of support will also have to vary with 
income in such a way as not to penalize productive work. 



* DlffiW Poverty Studies Task Force, The Measure of goverty ^ pp, 14-17. 

* See TABJP Institute, The Development of Low Incoma Market Baskets ; A Work 
Flan (Washington, D.C.V TARP Ynstitut^ 1^76) • 20-22. 
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. Absolute poverty measures, as envisioned in the Market 
Baskets Study, can fill this need* This project is deaigned 
to achieve greater conceptual and methodologicar cXarity in 
the establishment of critical market baskets, based on abso-- 
. _ lute measures of need. Once constructed, these Mrket baskets 
can be linked and costed out to provide "poverty thresholds" 
of a minimally acceptable standard of living (whether defined 
as subsistence or adaquacy) • Currently, however, a great deal 
of conceptual and empirical work must be completed before low 
income market baskets of consumption goods and services can 
achieve their potential. 

The completion of these research and development activi^ 
ties will result in the development of poverty thresholds 
which will, in fact, have a scientific basis, insofar as the 
current state^f-the-art permits. Policymakers, in^ consider- 
ing alternative welfare reform proposals , will thus be able — 
m to "propose "break points" based on a plausible 

rationale, 
© to price out their likely costs ^ 
m to identify the administrative and fiscal 

implications of different .proposals , 
• to pinpoint the relative impact of different 
proposals on different population se^ents of 
the poor, and \ 
^ • to evaluate the true impact of Federal poverty 
programs.. 

In conclusion,, it seems clear that the Market Basket Study 
will prove very useful to. those Federar policymakers consider- 
ing different income maintenance designs. This fact is CSA^s 
major strength in the forthcoming welfare reform discussions 
and ought to be emphasised. 

b. Critical analysis of substantive economic proposals ; e.g., 
the real world implications of establishing a guaranteed 
income minimum at a particular level — ^ GSA could (at least 
potentially) provide a reality test in the form of first- 
hand knowledge of the experiences of low income families 
and communities. 

Critical analysis of various options for reorganising the 
administration of categorical assistance progrMis " The 
focus of such critiques could be on the impacts of alterna- 
tive arrangements on the •organization of local programs, 
hardships caused by shifts in eligibility criteria, etc, 

4.2.3 Administrative OptlonsiCSA's Location in the Federal 
Bureaucracy . 

CSA's role in any reforaed and reorganized system of public 
welfare will, to a very great extent, 'depend on (1) how the agency is organ- 
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iiiedV Cb) its location within the federal bureauGraeyi and (a) funationi 

assigned to It. , 

Among the locmtional options avallablei 

a, No change — It la quite poasible that CSA could 
remain an independent agency, Thie might be con- 
sidered desirable because of its unique advocacy 
function. - , ' , 

b. Become part of HEW or HUD — Certainly this is an 

' ' option that will be considered —primarily because 
CDG/CM service functions overlap categorical ser-^ 
vice program currently funded through these agencies. 

e. Become affiliated with a new agenCYi for emmple , 
a newly-formed consimer protection agency This ■ 
option should be considered; although, CSA-s service 
functions do not ^ prima facie ^ appear compatible 
with the ombudsman-regulatory missions slated for a 
consuEtter protection agency. However ^ if CSA were to 
no longer be a service agency, it is conceivable that 
an ombudsman/ advocacy mission , particularly suitable 
to the consumers movement ^ could gain ascendancy* 



41 



A SELECTIVE BIBLIOGRAPHY - ^ ; : 

Among the hundrede of posiibls eltat±ona> TAM has chosen thi following _ 
iPMK l^iSl^ly selective list of books , monographs, and articles which treat the iubject 

.oi .^lJBi£MB refora* For those interested in pursuing the subject beyond the brief 
^v': :- overview presented in this report , TAHP recoimaends first reading the citations 

with an asterisk, 

* Aarons Henry J* is Welfare So Hard to Reform? A Staff Paper * WasHingtoni 
V; /' ' D^C, I. The Brookings Institution, 1973. / V / ; - 

■ r- American Interpr is a Institute for Public Policy Research, Legislative and 
Special Analysis , 91st Concress, 2nd Session, No, 4^ The Bill to Revamp 
the Welfare System, 1970* 

/ * Browning, Edgar K, Redistribution and the Welfare System . Washington, D,C,r 
American Enterprise Institute, 1975, 

Clayton, James L, "The Fiscal Limiti< of the Warfare-Welfare State i Defense 
and Welfare Sp^^nding in the U/S, Since 1900," Western Political Quarterly 
-29 (September 1976)1 364-383, T 

* Congressional Quarterly^ Inc. Future of Social Programs , Washington ^ D,G.^ 

Congressional Quarterly, Inc*, 1973. 

CoK, Steven R* "Why Eradicating Urban Poverty Requires a Long Term Multi^ 
ProgrMi 'War7r A Eeview of Ahti-^Poverty Strategies for the Needs of the- 
Late 70's," American Journal of Economics and Sociology 34 (July 1975) i 
349-265* 

Kelley, Terence F* and Singer^ Leslie, "The Gary Income Maintenance 

Experiment: Plans and Progress," in American_ EcQnomic Association ^ . 
Papers and Proceedings of the Eighty-third Annual Meeting^ 1970 (American 
: / Iconomic Review, Wl. 61/ May 1971) t 30-38. ' 

Kershaw, Joseph A* Government Against Poverty . Chicagoi Markhm Publishing 
Company^ 1970, 

; : Kurz, -Mordeca. and Spiegelman^ Robert G.- "The Seattle; EKperim^nt ; The^^^^^^ 

Combined Ef. :ect of Income Maintenance and Manpower Investments j" in American .... 
Economic Ar jociation. Papers and Proceedings of the Eighty-third Annual 
Meeting ,-- 19 70 (toerican Economic Review, Vol, 61i May 197i) i 22-29. 

• _ ■ ■ _ " . . - '■ ' ' 

Lurie, Irene. An Economic Evaluation of Aid to Families with Dependent 

Children, V Washington, D,C* : The Brookings Institution, 1968. 

* Machlup, Fritz. "Strategies in the War on Poverty," in Poverty in ^erica , 

edited by Margaret S. Gordon, San Franciscoi Chandler Publishing Compa^ys 
; 1965, \ 

\ * Marmor, Theodore R, Income Maintenance Alternatives i Concepts, Criteria, and 
Program Comparisons . MadisonT Institute for Research on Poverty, University 
of Wisconsin," 1969, 

■ ■ \ 42 



erJc 



McGlung, Nelson. Altarnatlve Income Security Progrms . Washington , D.G. i 
Urban Instituceri970V 

Morrison, Malcolm H, ^ et al . The Supplemental Security Income Program for the 
Aged » Blinds and Disabled . " Washington^ D,C,i U,S* Government Printing 
Office, 1974. ^ v . 

Moynlhan, Daniel P. The Politics of A Guarantaed Income . New York| Vintage 
Books, 1973. ; r . ■ - _ ^ ^ i 

Myers J Robert J. Social Security , Homwood, Illinois l feCahan Foundation, 
1975. 

Fechman, Joseph A. and Tlmpanej P. Michael (eds.). Work Incentives and Income 
Guarantees I the- New Jersey Negative Income Tax Experiment . Washington, D.C.: 
The Brookings Institution, 1975. . 

.Flotnick, Robert D, and Skidmore, Felicity. Progress Against Poverty^ A 
Review of the 1964-1974 Decade . New York i Acadralc Press, 1975. 

Princeton Symposium on the American System of Social Insurance, The American 
System of Social Insurance: its Philosophy, Impact; and Future Development , 
Idit'ed by William 1. Bowen, at al . New York i McGraw-Hill, 1968 . 

Sawhill, Isabel V. Income Transfers and Family ■ Structure , Washington, D.C.i 
Urban Institute, 1975. 

Stelner, Gilbert Yale, ^e State of Welfare , Washington, D.C: The 
' Brookings Institution, 1971, 

Telia, Alfred; Telia, Dorothy; Green, Christopher , The Hours of Work and 
FaTTiily Incpme Response to_ Negative Income Tax Plans: the Impact on the 
Wo rking" Poo r . Kalamazoo, Michlgani Upjohn Institute for Employment 
Research, 1971, ^ ■> ' 

U,S. Congress. Income Maintenance Programs, Hearings Before the Subcomal tte£ 
on Fiscal Policy of the Joint Economic Committee . 90th Congress, 2nd 
session, 1968. ' 

U.S.- Congress, Joint Economic Comlttee. Studies in Public Welfare s - - - ^ ; ^ 
Prepared for the Subcomittee on Fiscal Policy, 92nd Congress, 2nd session, 
1972. • * 

U.S, Congress. Joint Economic Comittee. Welfare Alternatives i A Report 
with Recommendations Based Upon the Public Welfare Study and Raiated 
Materials , 94th Congress, 2nd session, 

U.S. Department of Health, Education and Welfare, Sumaary Report: Rural 
Income Maintenance Experiment . Washington, D.Ci U,S, Department of 
Health, Education and Welfare, 1976. 



43 



Watts, old W. "The Graduated Work Incentive Experiments: Current Progress i 

■In Anerloan Economic Association^ Papers and PrQceedings of the Eighty-third 
V Annual Meeting, 1970 (American Economic Review^ Vol* 61, May 1971) i 15-21.' 

Wmtts, Harold W. and Rees, Albert (eds.)- Final Report of the New Jersey 
Graduated Work Incentive Experiment , Vols. 1, 2 and 3 and David N. Kershaw 
TOd Jerilyn Fair (eda*) Vol. 4, Madiaoni Institute for Research on Povertyj 

: 1973, 1974, 



Willlania, Robert George* Public AsgistanGa and Work Effort i the Labor Supply 
of Low jncQme Female Heads of HousejL^old ^ Princeton; Princeton Univeraity, 
Induatrial^elations' Section, 1975, 



